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This Practice Alert is intended to provide practitioners with information that may
help them improve the effectiveness and efficiency of their engagments and
practices and is based on existing professional literature, the experience of members of the
Professional Issues Task Force (PITF) and information provided by certain AICPA
member firms to their own professional staff. This information represents the views of
the members of the PITF and has not been approved by any senior technical committee
of the AICPA. The auditing portion of this publication is an Other Auditing Publication
as defined in SAS 95. Generally Accepted Auditing Standards (SASs). Other Auditing
Publications have no authoritative status; however, they may help the auditor understand
and apply Statements on Auditing Standards (SASs). If an auditor applies the auditing
guidance included in an Other Auditing Publication, the auditor should be satisfied that, in
his or her judgement, it is both appropriate and relevant to the circumstances of the subject
audit. This publication was reviewed by the AICPA Audit and Attest Standards staff and
published by the AICPA, and is presumed to be appropriate.

AUDIT CONFIRMATIONS
Introduction
SAS 67, The Confirmation Process (AU
330), provides guidance to auditors about
obtaining evidence from third parties about
financial statement assertions made by management. SAS 31, Evidential Matter (AU
326), states that it is generally presumed
that evidential matter obtained from independent sources outside an entity provides
greater assurance of reliability than evidence secured solely within the entity.
The purpose of this practice alert is to
communicate additional guidance to practitioners with respect to the use of audit confirmations.

General Confirmation Guidance
Audit confirmations can prove to be an
effective audit procedure with respect to
many different accounts, including accounts
receivable, notes receivable, inventory, consigned merchandise, construction and production contracts, investment securities,
market values, accounts payable, notes
payable, lines of credit, account balances
and other information from financial institu-

tions, and other actual and contingent liabilities. In addition, confirmations can be used
to obtain audit evidence with respect to
related parties and unusual transactions.

Improving confirmation response rates
The effectiveness of the confirmation procedure is influenced by both the willingness
and the ability of the respondents to respond
accurately to the information presented on
the confirmation. To improve the confirmation response rates, the auditor should
request information that the recipient is
likely and able to confirm. The confirmation
request should include relevant information
required for a response by the recipient. For
example, with respect to accounts receivable confirmations, recipients may be more
likely to reply and identify discrepancies if
the confirmation request is sent with their
monthly statement. The auditor may also
consider attaching a list of outstanding
invoices and unapplied credits making up
the account balance to the confirmation
request. In addition, when the verification
of an account balance is difficult or complex, the auditor may ask the recipient to
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confirm supporting information from which the auditor can later
compute the ending account balance. For example, instead of
asking an individual to confirm a mortgage balance that includes
a complex interest calculation, the auditor could request confirmation of the original balance, interest rate, number of installments and the date the last installment was paid.
In some cases, the effectiveness of the confirmation is
improved by not providing relevant information with the request,
but rather by asking the respondent to indicate his or her understanding of the information (an "open" confirmation). This may
be particularly appropriate when seeking confirmation of terms
of a transaction, rather than amounts.
The following techniques may be used by the auditor to
improve the confirmation response rate:
• Use clear wording.
• Send the confirmation to a specified individual.
• Identify the organization being audited.
• Consider requesting the client to hand-sign the confirmation
requests. Hand signing a confirmation may increase the confirmation rate when the signature on the confirmation is familiar
to the recipient.
• Set response deadlines.
• Send second and consider third requests.
• Call the respondent to obtain oral confirmation and request that
the written confirmation be returned.

Negative vs. positive confirmation requests
In designing the confirmation request, the auditor should consider the assertions being addressed and the factors that affect the
reliability of the evidence obtained through confirmation procedures. One factor to consider is the form of the request—that is, a
positive or negative request. A positive confirmation request is
one in which the recipient is asked to respond directly to the
auditor as to whether he or she agrees with the information presented. The positive form provides evidential matter that is inherently more reliable than negative confirmations. However, the
positive form only provides audit evidence if responses are
received directly from the recipients.
Recipients of negative confirmation requests are asked to
respond only if they disagree with the information presented.
The auditor places reliance on the absence of any reply to a
specific request by implicitly making the assumption that the
customer received the confirmation request and agreed with
the information shown. SAS 67, paragraph 20, states that
negative confirmation requests may be used to reduce audit
risk to an acceptable level when all of the following conditions are met:

• The combined assessed level of inherent and control risk is
low,
• A large number of small balances is involved, and
• The auditor has no reason to believe that recipients of the
requests are unlikely to give them consideration. (For example,
the auditor may become satisfied that recipients are not
unlikely to give adequate consideration by considering the
results of positive confirmation procedures performed in prior
years on the engagement or on similar engagements.)
The auditor should consider performing other substantive
procedures to supplement the use of negative confirmations. In
addition, the auditor should investigate and determine the effects
on the audit of relevant information provided in responses to negative confirmations. Additionally, the auditor can send some positive confirmation requests as well as the negative requests. When
only negative confirmations are used, auditors generally should
send more confirmation requests than that which would have
been sent if positive confirmations had been used.

Non-responses to positive confirmations
The auditor should seek corroborative evidence that customers
for which positive confirmation requests are returned undelivered
do exist. The auditor ordinarily sends second, and sometimes
third, requests in the event of a non-response. Those subsequent
requests may be either oral or written, given consideration for
such factors as timing. In any event, the auditor should take
appropriate follow-up actions with respect to all non-responding
requests (see "Alternative procedures" below). Also, customers
who do not reply and confirmation requests returned undelivered
should normally be reported to a client official who is not directly
involved in the area subject to confirmation.

Responses to positive confirmation requests indicating
exceptions
An exception to a positive confirmation request occurs when the
respondent disagrees with, questions, or otherwise provides
information that is different from the information presented. All
exceptions should be thoroughly investigated.
If an exception cannot be resolved or follow-up procedures
indicate that the exception represents a misstatement, the auditor
should: (1) determine the cause of the misstatement, (2) extrapolate the misstatement (together with other misstatements included
in the same sampling application, if applicable) over the population to determine whether additional audit evidence is required to
reduce the risk of material misstatement to an appropriately low
level, and (3) consider whether the potential exists that fraud may
have occurred (see SAS 99, Consideration of Fraud in a
Financial Statement Audit). If similar misstatements could exist,
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additional audit procedures would generally be necessary to
determine the extent of possible misstatements and their effect on
the achievement of confirmation audit objectives. In the case of
fraud, an extensive investigation may be necessary before such
determination could be made. All unreconciled misstatements
should normally be reported to a client official not directly associated with the accounts or other information subject to the request
for confirmation. The auditor also should consider whether
responses indicate matters that should be reported to the audit
committee.
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In those situations, the auditor may wish to consult his or her
legal counsel.

Alternative procedures
After the auditor has decided to obtain a confirmation about an
account or transaction, or an event or other matter, the item
should be either confirmed or subjected to alternative procedures.
The auditor should perform appropriate alternative procedures for
all non-responses to positive confirmations, positive or negative
confirmations that were returned undelivered and accounts that
were selected but not confirmed at the client’s request.

Confirmations received via fax or electronically
The auditor should communicate directly with the intended recipients. In order to validate confirmations received via fax or electronically, the auditor should consider (a) verifying by telephone
with the purported sender the source and contents of a response
received by fax or e-mail and (b) asking the sender to mail the
original confirmation directly to the auditor. All procedures performed and conclusions reached should be documented in the
audit workpapers.

Management requests to not confirm
When management requests that the auditor not confirm certain
balances or other information, the auditor should consider the
basis for the request. A common reason that a client provides for
requesting that the auditor not confirm a balance or other information is some type of dispute between the client and the customer. The existence of a dispute, by itself, is not an appropriate
reason for not confirming a balance or other information. The
auditor should be alert to the risk that an assertion of a "dispute”
may be intended to divert the auditor from an inappropriate
transaction.
The auditor should very carefully consider the reasons that
management is making the request to not confirm and should
challenge those reasons and seek corroborating evidence. The
auditor should not just rely on a management representation as to
the reason. If the auditor accepts the validity of management’s
request not to seek external confirmation regarding a particular
matter, alternative procedures should be applied to obtain sufficient appropriate evidence regarding the matter that would have
been the subject of the confirmation.
If management requests the auditor to not confirm certain
accounts or other information, the auditor should consider including a schedule of such accounts, including the reasons for the
request not to confirm, in the client representation letter.
If the auditor deems management’s request to be reasonable
and is able to satisfy him/herself by applying alternative procedures, there is no limitation on the scope of the work and the
auditor’s report need not include a reference to the omission of
procedures or to the use of alternative procedures. If management’s request is not deemed reasonable and the restrictions significantly limit the scope of the audit, ordinarily the auditor
should disclaim an opinion, or withdraw from the engagement.

AU 330.31 provides for the omission of alternative procedures to non-responding positive confirmations, in limited circumstances, if both of the following conditions are present:
• The auditor has not identified any unusual qualitative factors or
systematic characteristics related to the non-responses.
• When testing for overstatement of amounts, the non-responses
in the aggregate, when projected as 100 % misstatements to the
population and added to the sum of all other unadjusted differences, would not affect the auditor’s decision about whether the
financial statements are materially misstated.
However, the auditor should use caution in deciding not to
perform alternative procedures, since unusual factors or systemic
characteristics may not be evident and, even with projection of the
items as misstatements, underlying causes that might indicate
other misstatements would not be identified.
Examples of alternative procedures include examining cash
receipt records, remittance advices or other evidence of subsequent collection, shipping records, evidence of receipt of goods
by the customer, invoices, customer correspondence, etc. The
nature and extent of the procedures selected will depend on the
assessed risk of material misstatement, the nature of the account
balance or other information the auditor attempted to confirm,
and the availability of audit evidence. Since evidence obtained
through confirmation often is more persuasive than internal evidence, the auditor may need to perform a combination of alternative procedures in order to reduce audit risk to the intended level.
The risk of misstatement should be considered in deciding the
nature and extent of such procedures. The auditor should keep in
mind the various possibilities as to why no response was received,
including the possibility of fraud.

Use of client personnel
The auditor should maintain control over the confirmation process
— from the preparation of the confirmation request, through the
mailing of the confirmation requests, to the receipt of the
responses. However, in order to increase audit efficiency, client
personnel can be utilized to facilitate the auditor’s examination of
differences and non-responses by:
• Listing and accumulating data.
• Reconciling book and reported amounts for the auditor’s follow-up and examination.
• Accumulating documents for the auditor’s inspection.
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Client personnel may investigate exceptions if the auditor
supervises the activity and subsequently inspects, at least on a test
basis, the evidence supporting the client’s explanation of differences. The auditor should maintain control over the confirmations
by maintaining the original confirmation reply and providing the
client personnel with a copy or other record of the reply.

because the federal government and certain companies may have a
policy of not responding to confirmation requests. However, auditors should not opt out of confirming accounts receivable simply
because it may be difficult to obtain the confirmation, without
carefully considering ways to improve the effectiveness of the
confirmation process.

Confirmation guidance with respect to specific areas

In addition, when confirmation procedures are not used
because the auditor has concluded they would be ineffective, the
auditor should consider whether to modify the nature or extent of
alternative procedures by applying a combination of procedures or
applying the procedures to a larger number of items than would
have been confirmed. The auditor should consider that certain
alternative procedures might be more difficult to perform if the
entity utilizes electronic systems extensively and copies of shipping documents and other sources of audit evidence are not
retrievable.

The following is intended to provide guidance and best practices
with respect to the confirmation of specific financial statement
accounts and other information:

Confirmation of accounts receivable
Extensive guidance with respect to the confirmation of accounts
receivable is provided in the AICPA Auditing Procedures Study,
Confirmation of Accounts Receivable. AU 330.34 states the
following:
Confirmation of accounts receivable is a generally
accepted auditing procedure… Thus, there is a presumption
that the auditor will request the confirmation of accounts
receivable during an audit unless one of the following is true:
• Accounts receivable are immaterial to the financial
statements.
• The use of confirmations would be ineffective.
• The auditor’s combined assessed level of inherent and
control risk is low, and the assessed level, in conjunction
with the evidence expected to be provided by analytical
procedures or other substantive tests of details, is sufficient to reduce audit risk to an acceptably low level for
the applicable financial statement assertions…
For the purposes of this requirement, “accounts receivable” is
defined to include:
• Claims against customers that have arisen from the sale of
goods or services in the normal course of business, and
• A financial institution’s loans.
AU 330.34 states that confirmation of accounts receivable is a
generally accepted auditing procedure and establishes a presumption that must be overcome. As a presumption, it is not sufficient
to merely assert that, for example, the use of confirmations would
be ineffective. Rather it is necessary to provide evidence sufficient
to overcome the presumption. A decision not to confirm accounts
receivable must be documented. This documentation should
include a thorough assessment of the reasons underlying that conclusion, and should make a compelling case that use of confirmations would truly be ineffective (if that is the reason) and not
merely inconvenient.
AU 330.34 states that the use of confirmations would be ineffective if, for example, “based on prior years’ audit experience or
on experience with similar engagements, the auditor concludes
that response rates to properly designed confirmation requests will
be inadequate, or if responses are known or expected to be unreliable.” Additionally, the use of confirmations may not be effective

Confirmation of terms of unusual or complex agreements
or transactions
The auditor should normally confirm the terms of unusual or complex agreements or transactions. This can be done in conjunction
with the confirmation of account balances or separately. As the
details of the matters may not be known to the customer’s lowerlevel accounting personnel, the confirmation may need to be
addressed to customer personnel who would be familiar with the
details. Such personnel may include executives in the company’s
sales department, the chief financial officer, the chief operating
officer or the chief executive officer. Software companies, for
example, present significant risks related to revenue recognition
due to the complexity of revenue recognition methods and the risk
of management override of controls over software sales contracts.
SAS 99 states that the auditor should ordinarily presume that
there is a risk of material misstatement due to fraud relating to revenue recognition. Therefore, the auditor should carefully evaluate
the appropriateness of the client’s accounting for revenue transactions and generally confirm the terms of transactions and the
absence of any side agreements. The necessity of confirming
terms of transactions and the absence of side agreements increases
if the auditor encounters any of the following characteristics:
• Significant sales or volume of sales at or near the end of the
reporting period.
• Use of non-standard contracts or contract clauses.
• Use of letters of authorization in lieu of signed contracts or
agreements.
• Altered dates on contracts or shipping documents. The auditor
should consider the possibility of fraud.
• Concurrent agreements or “linked” contracts and transactions.
• Lack of evidence of customer acceptance.
• Existence of bill-and-hold transactions.
• Existence of extended payment terms or non-standard installment receivables.
• Accounting/finance department’s lack of involvement in
sales transactions or in the monitoring of arrangements with
distributors.
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• Unusual volume of sales to distributors/retailers.
• Sales, other than sales of software, with commitments for future
upgrades.
• Sales where significant uncertainties and/or obligations to the
seller exist.
• Sales to value-added-resellers and distributors lacking financial
strength.
• Increasing receivables from a customer, which may be an indicator of the customers’ perceptions of the payment terms (e.g.
payments not due until resale to end users).
• Aggressive accounting policies or practices (e.g. tone at the top
regarding pressures for revenue and earnings).

Confirmation of accounts payable
Confirmation with major suppliers, including those with small or
zero balances, can substantially contribute to establishing the existence and completeness of accounts payable. In addition, confirmation of accounts payable can prove to be an effective procedure
in the detection of “round-trip” or “linked” transactions. “Roundtrip” or “linked” transactions occur when a company enters into a
seemingly valid sales transaction with a customer but sends all or
some of the sales proceeds back to the customer in another seemingly valid purchase transaction, often affecting a different
accounting period. These types of transactions occur frequently in
industries where analysts have focused on the revenue that companies display on financial statements instead of on income. For
those companies in which round-tripping has been identified as a
risk, the auditor should consider confirming balances for those
major customers and/or suppliers in which the company both
received revenue and made purchases during the year.
Situations that may call for the confirmation of accounts
payable include:
• Situations where client controls over payables and cash disbursements are poor or uncertain creating a greater risk of
unprocessed and unrecorded vendor invoices.
• Situations where industry practices may create a higher risk of
unrecorded liabilities and/or inappropriate accounting, e.g.
internet entities, software companies, real estate, energy,
telecommunications.
• Complex business transactions that create an environment
where unrecorded accounts might exist, e.g. business combinations, royalty deals, etc.
In confirming accounts payable, auditors generally use a
blank request form in which the respondent is requested to fill in
the missing information. This provides a more effective test for
unrecorded liabilities. In addition, the auditor may find it effective
to request that the respondent provide a detailed listing of the
payable balance and ask for information about quid pro quo transactions (i.e. transactions resulting in an equal exchange), if any,
and the related details. To obtain the intended degree of assurance
from confirmation of suppliers, the following procedures should
be considered:
• Review accounts payable subsidiary (purchase) ledger, suppliers’ invoice files, disbursement records or purchase volume
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records by supplier, and inquire of client’s personnel responsible for purchasing to identify and list major suppliers. It is usually efficient to maintain and annually update a carryforward
list of major suppliers in the permanent file.
• Identify other suppliers from which confirmation of the
accounts payable balance is desired. Consider advertising and
other major suppliers of services, construction contractors,
equipment suppliers, suppliers with known or suspected disputed balances, etc.
When statements are not available from suppliers who did not
reply to the confirmation requests and from suppliers with unusually large or, more importantly, unusually small balances who
were not included with the suppliers subject to confirmation, the
auditor should consider examining documentary evidence supporting payments made to those suppliers subsequent to the
confirmation date to identify items that should have been accrued
as payable at the confirmation date but were not.

Confirmations of related party transactions
The auditor should be cognizant of the fraud risks involved in
transactions involving related parties and special purpose entities.
In all financial statement audits, the auditor should perform procedures to identify parties that are related to the entity being
audited and to understand the relationship between the identified
parties. Additionally, the auditor should gain an understanding of
the business rationale for significant related party transactions. In
order to fully understand a particular transaction, the auditor
should consider confirming the transaction amount(s) and terms,
including guarantees and other significant data, with the other
parties to the transaction. In addition, the auditor should consider
confirming significant information with intermediaries, such as
banks, guarantors, agents or attorneys. Since it is possible for
management to be on both sides of the transaction, more reliable
audit evidence may come from the intermediaries. The auditor
may be able to identify related parties through the confirmation
of unusual transactions.

Evolving alternatives to confirmation
An auditor is sometimes able to directly access information held
by a third party concerning a client’s account balance. For example, using the client’s personal identification number, an auditor
may be able to make an on-line inquiry about a client’s bank balance information. While such procedures may provide competent
evidence concerning that information, it does not meet the definition of confirmation. AU 330.04 states that confirmation is the
process of obtaining and evaluating a direct communication from
a third party in response to a request for a particular item affecting
financial statement assertions. A direct confirmation from a third
party in response to a request for information requires an active
response from the third party. Accordingly, an on-line inquiry of
the third party’s database does not constitute a response and
instead constitutes an alternative procedure. Such a procedure
does not fulfill the auditor’s confirmation responsibilities under
generally accepted auditing standards.
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Past Practice Alerts
The PITF accumulates and considers practice issues, which appear to present accounting and auditing concerns for practitioners.
Previously issued Practice Alerts can be obtained from the AICPA Web site (www.aicpa.org/members/div/secps/lit/practice.htm).

Comments or questions on this alert should be directed to Michael Glynn at 201/938–3176.

